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-1F-l-C-A are four letters you undoubtedly recognize, but probably don't
understand. You probably know that it's your contribution to the Social
Security system, and you may even know that "FICA" stands for Federal
Insurance Contributions Act.

But how many of you are fully aware of what happens to these Social
Security taxes that are regularly deducted from your paycheck? I can tell
from some of your expressions that most of you probably aren't sure.
Well, you're not alone. It's amazing just how little most people know
about Social Security.

Since Social Security eventually plays such a

prominent role in all of our lives, I think we owe it to ourselves -- and to
our families -- to get all the facts as soon as possible.

Today, we'll cover some of the basic principles you should know about
Social Security so that you can make the right decisions to secure a
sound financial future. (OPTIONAL: I'll throw out quite a few numbers,
but don't worry about taking notes.

After my talk, I'll give you a

-2brochure* that summarizes some of the more important points you
should know about Social Security.)

In a nutshell, Social Security is our nation's method of providing an
ongoing, basic level of income for you and your family when you
retire, if you become disabled, or when you die. Today, almost all
Americans are covered by Social Security protection as workers or as
dependents of workers. According to the Social Security Administration,
about 44 million people - - that's almost one out of every six Americans
- - collect some kind of Social Security benefits.
These benefits totalled more than $316.8 billion in 1994. More likely
than not, you'll receive Social Security benefits one day too.

The most important point I'll make today is this: Social Security is not
intended to be your only source of income during retirement or disability.
I'll repeat that - Social Security is not intended to be your only source of
income during retirement or disability. Rather, think of Social Security

*To order the brochure, "Planning For The Future: Your Social Security Benefits," call
the AICPA Order Department at 1-800-862-4272 and request product #890519. Cost is
$24/100.

-3benefits as the foundation on which you build additional financial plans.
I strongly advise you to supplement your future Social Security income
with other investments, such as pensions, insurance, savings, and
persona, retirement savings accounts.

The basic idea behind Social Security is a simple one. You pay taxes into
the system during your working years, and you and members of your
family receive monthly benefits when you retire or become disabled. Or,
your survivors collect benefits when you die.

In effect, your Social

Security taxes pay for your parents' benefits, and your children's Social
Security taxes w ill pay for your future benefits.

Most people tend to think of Social Security as a retirement program.
Although this is partly true, many people receive Social Security benefits
because they are disabled, because they are a dependent of someone
who receives Social Security, or because they are a widow, widower, or
child of someone who has died. So, depending on your circumstances,
you could be eligible for Social Security at any age.

-4It all starts with your Social Security number. I'm sure that most of you
— if not all of you - know your Social Security number as well as you
know your own name and address. It's almost like the civilian equivalent
of name, rank and serial number. The Social Security number is the most
frequently used recordkeeping number in America today. It's important
to note that the IRS now requires that a Social Security number be shown
on your tax returns for all dependents, including newborns. The Social
Security Administration uses your Social Security number to track your
earnings while you're working and to track your benefits once you're
eligible to receive them.

Before you're entitled to receive any Social Security benefits, however,
you must work a required number of years and earn a certain amount of
credits. These credits are called "quarters of coverage," and you may
earn a maximum of four per year. In 1995, you receive one credit, or
quarter of coverage, for each $630 you earn.

Keep in mind that this

amount increases every year to help keep pace with inflation of average
wages.

-5The number of credits you need to qualify for benefits depends on your
age and the kind of benefits for which you are applying, such as
retirement or disability benefits. Most people need 40 credits - which
represent ten years of work -- before they can receive monthly benefits
at retirement age.

The number of credits needed for disability or

survivors' benefits depends on how old you are when you become
disabled or die.

During the course of your working lifetime, you most likely will earn many
more credits than you need to qualify for Social Security benefits.
Although these additional credits will not necessarily increase your future
Social Security benefits, they will increase your "average" lifetime
earnings - -which is the basis for determining the amount of your benefits.
We'll talk more about average lifetime earnings in a few minutes.

As you work, you pay taxes for Social Security and Medicare.

If you

work for someone else, you and your employer together pay 15.3 per
cent -- that is, 7.65 percent each -- of your gross salary in Social Security
taxes. If you are self-employed, you pay 15.3 percent of your taxable

-6income on your own. However, there are special deductions you can take
on your tax return if you're self-employed. The Medicare portion of the
Social Security tax is 1.45 percent each for employers and employees,
and 2.9 percent for the self-employed.

Keep in mind that Congress sets a limit on how much of your earnings is
taxable.

In 1995, the limit is $61,200.

However, if you make over

$61,200 in 1995, you continue to pay the Medicare portion of the Social
Security tax on the rest of your earnings.

By now, if not before, you're probably asking yourself: What's in it for
me? What do I get for paying these taxes? The answer is: a package of
protection - -a package consisting of retirement, survivors, and disability
insurance for you and your family while you work and after you retire. As
long as you have the required number of credits, you will receive Social
Security benefits if you are:

-7•

Age 62 or older and are retiring.

•

Unable to work because of an illness or injury expected to last a
year or longer.

•

A widow or widower who is age 60 or older.

•

Age 50 and disabled.

•

Caring for a child who is under age 16, or who is permanently
disabled.

•

A dependent of a worker who retires, becomes severely disabled,
or dies.

When you start collecting Social Security benefits, other members of your
family also may be eligible for payments on your record. For instance, a
spouse who is age 62 or older may be eligible as long as he or she does
not collect a higher Social Security benefit on his or her own record. If
your spouse is taking care of a child who is under age 16, or who is
permanently disabled, he or she may be eligible at any age.

Others who may be eligible for payments on your record include children
who are unmarried and under age 18; or, under age 19, if they are

-8enrolled in elementary or secondary school as full-time students; or, over
age 18, but severely disabled, as long as the disability started before age
22.

It's interesting to note that even your ex-spouse may receive benefits on
your record as long as he or she is not eligible for an equal or higher
benefit on his or her own record, or on someone else's record. However,
he or she must have been married to you for at least ten years. Let me
add that if your ex-spouse does receive benefits on your account, it will
not affect the amount of any benefits payable to you or to other family
members.

Generally, family members are eligible for benefits equal to 50 percent of
your retirement or disability rate. Also, there is a limit to the total amount
of money that can be paid on an individual's Social Security record to all
parties.

The limit varies, but is generally equal to about 150 to 175

percent of your benefit rate. If the sum of the benefits payable on your
account is greater than this family limit, then benefits to family members

-9will be reduced proportionately. Your own benefit, however, will not be
affected.

But just how much will you actually get from Social Security? Essentially,
the amount of your benefit depends on such factors as your date of birth,
the type of benefit you are applying for, and most important, your
average lifetime earnings on which you paid Social Security taxes.
Currently, the average monthly Social Security benefit for a retired worker
is $679. The maximum monthly benefit for a worker retiring at age 65
in 1995 is $1,199. Of course, the amount you receive will depend on
your own particular case.

In effect, your Social Security benefit represents a percentage of your
average monthly working income based on your lifetime earnings history.
Generally, that percentage is about 42 percent.

For people in upper

income brackets, the percentage is lower. And for people with lower
incomes, the percentage is higher.

Keep in mind that the lowest five

years of annual earnings are not counted in figuring your average lifetime

-10earnings. Additionally, earnings are adjusted to reflect changes in wage
levels over your working lifetime.

Naturally, it's a good idea to keep track of your earnings to make sure
they are recorded correctly.

To do this, you can obtain Form

SSA-7004-PC, Request for Earnings and Benefit Estimate, from your local
Social Security office and send it to the Social Security Administration.
For your own benefit, I strongly recommend that you do this every three
years.

While we're on the subject of benefits, let's talk a little about how these
benefits may or may not be taxable. Very few people who receive Social
Security will have to pay taxes on their benefits. However, depending on
your income tax bracket, you may have to pay taxes on up to 85% of
your Social Security benefits. Others may have to pay taxes on a smaller
percentage of their benefit. (Note: Congress is considering a change in
this area.)

-11Generally, whether your Social Security benefits are taxable or not is
determined by your "provisional" income.

Here, provisional income

consists of your adjusted gross income (your income before subtracting
deductions and exemptions) plus any nontaxable interest, plus one-half
of your Social Security benefits. You will have to pay income tax on your
Social Security benefits if any of the following apply to you:
•

Your provisional income exceeds a base amount of $25,000 and
you file a federal tax return as an individual.

•

Your provisional income exceeds a base amount of $32,000 and
you file a joint federal tax return with your spouse.

•

You are married and you file a separate tax return.

In this case,

there is no base amount.

Now, let's talk about when you will be eligible for retirement benefits. As
most of you probably know, today the age when you can retire and
receive full retirement benefits is 65. As long as you were born before
1938, you are eligible for full Social Security retirement benefits at the
age of 65. However, many of you may not know that the age at which

-12full retirement benefits are payable will gradually increase from age 65 to
67.

This age provision affects only those who were born in 1938 and later.
For example, if you were born in 1940, your full retirement age is 65 and
6 months.

If you were born in 1950, your full retirement age is 66.

Those born after 1960 will be eligible for full retirement benefits at age
67.

No matter what your full retirement age, you may start receiving benefits
as early as age 62. However, if you retire between the ages of 62 and
64, your benefits will be permanently reduced by a small percentage for
each month before your full retirement age. On the plus side, though,
you will collect benefits for a longer period of time.

Or, if you're ambitious or a "type A" personality as they say, you may
choose to continue working beyond your full retirement age. If you do,
you will receive a larger Social Security benefit because working beyond
age 65 will increase your average lifetime earnings. Another advantage

-13to working longer is that you will get a special credit for delaying
retirement. For people turning 65 in 1995, the delayed retirement credit
is 4.5 percent for every year they delay retirement up to age 70. That
rate will gradually increase in future years until it reaches 8 percent per
year for people turning 65 in the year 2008 or later.

If you decide to continue working after your full retirement age and collect
Social Security benefits at the same time, there is a limit to the amount
of money you can earn before your benefits are reduced. This amount
usually increases annually. For example, in 1995, if you are under age
65, for every $2 you make over $8,160, your benefit will be reduced by
$1. If you are age 65 through 69, for every $3 you make over $11,280,
your benefit will be reduced by $1. If you are 70 or older, there is no
restriction on your outside earnings.

But beyond these provisions, remember that each person's financial and
personal situation is different.

I'd suggest that you contact your local

-14Social Security office to get the specifics on your particular case. Then,
you can decide when you should retire based on what's best for you.

Now I'd like to take some time to discuss Medicare benefits. You will be
eligible for Medicare -- as long as you are eligible for Social Security - when you reach age 65, even if you keep on working. You're also eligible
for Medicare if you are under age 65 and have been receiving disability
benefits for tw o years or have permanent kidney failure. Still others who
may be eligible for Medicare include a spouse who is age 65, dependents
who have been receiving disability benefits for tw o years, or dependents
with permanent kidney failure.

Medicare is divided into tw o parts - hospital insurance, called Part A
coverage, and medical insurance, called Part B coverage.

There is no

monthly premium charge for Part A, because, as I mentioned earlier, a
portion of your FICA taxes are earmarked for it while you are working.
However, if you do not qualify for Social Security benefits, you can
purchase Part A coverage.

Hospital insurance helps pay for inpatient

-15hospital care, inpatient care in a skilled nursing facility, home health care,
and hospice care.

Medical insurance, or Medicare Part B, is financed by monthly premiums
paid by people who choose to enroll. Part B coverage helps pay the cost
of your doctor's services, outpatient hospital services, and many other
medical services and supplies that are not covered by Medicare Part A.

You can apply for Medicare at any Social Security office three months
before you reach age 65.

If you wait to apply for Medicare until the

month you reach age 65 or later, you may lose one or more months of
Medicare medical insurance protection.

In closing, I'd like to emphasize that Social Security benefits, like
Medicare benefits, are not automatic.

You must apply for them.

To

receive disability or survivors benefits, you should apply as soon as you're
eligible. To receive retirement benefits, you should apply three months
before you plan to retire, or before you want your benefits to begin. This
will allow time for all the necessary paperwork. But whatever you do,

-16don't wait more than six months to apply for benefits because, generally,
the law does not allow for retroactive payments for longer than six
months.

Now I'd be happy to take any questions you might have.
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